Introduction {#Sec1}
============

During most of the late 2000s and 2010s, discussions of fiscal policy focused mainly on high fiscal deficits and (historically high) government debt as a source of growth-hindering and balance of payments problems, and on the contribution of fiscal adjustments to stabilization programs designed to address such problems. This has basically been the fiscal characterization of most of Advanced Economies´ policy stance since the 2008 Global Financial Crisis. However, with the recent economic cooling down with recovery engines getting slowly exhausted, combined with the recent Covid-19 pandemic, emphasis has shifted to the role expansionary fiscal policy can play in stimulating economic activity.[1](#Fn1){ref-type="fn"} Specifically, policies that ease tax burdens on firms, sustain employment and eventually boost public investment can be of help to prevent the negative supply shock triggered by the spread of the virus (see Fornaro and Wolf [@CR24]). This is even more relevant at a time the President of the European Commission is suspending many fiscal rules and enhancing European fiscal frameworks flexibility.[2](#Fn2){ref-type="fn"} The Keynesian view that fiscal expansions are beneficial in this context have been the subject of long-standing debate about both its theoretical validity and its practical importance.[3](#Fn3){ref-type="fn"}

Now, take the fact that budgets are generally made at the annual frequency on the basis of a set of underlying macroeconomic-fiscal assumptions about the future path of a given economy.[4](#Fn4){ref-type="fn"} Policy makers rely on a combination of tax and spending measures to (try to) meet the government´s (inter-temporal) budget constraint, by allocating public resources to finance public goods and services, redistribute income and contribute to macroeconomic stabilization.[5](#Fn5){ref-type="fn"} That said, it is rare that a budgetary plan is met with precision; in fact, most of the time there are overruns and this lack of fiscal compliance can have serious macroeconomic, financial and reputational consequences.[6](#Fn6){ref-type="fn"}

There are several reasons why fiscal outcomes may deviate from plans. First, the underlying macroeconomic assumptions may turn out differently from that foreseen in the plan (Frankel [@CR25]; Afonso and Silva [@CR1]). Second, policy makers may change their minds over the course of the fiscal year to respond to popular demands and/or influence the electorate. Finally, policy makers may find it difficult to implement fiscal plans because of opposition from vested interest groups (Beetsma et al. [@CR10], [@CR11]; von Hagen [@CR60]). Indeed, political economy aspects are crucial in explaining fiscal outcomes (Gaspar et al. [@CR28]). Fiscal adjustments and their composition are typically influenced when elections are near (Klomp and de Haan [@CR37]; Mulas-Granados [@CR42]; Hübscher and Sattler [@CR34]), when there exist political fragmentation (Crivelli et al. [@CR17]; Perotti [@CR48]; Perotti and Kontopoulos [@CR49]; von Hagen et al. [@CR61]; Volkerink and de Haan [@CR58]), and when there are strong ideological differences between a ruling government and its parliamentary opposition (Angelopoulos et al. [@CR6]; Mierau et al. [@CR39]; Mulas-Granados [@CR43]; Potrafke [@CR50]; Wiese et al. [@CR62]). In countries with supranational fiscal rules like those in the European Union (EU), the influence of ideological differences on fiscal performance may have declined over time as a result of strong external pressures (Potrafke [@CR51]) and due to the absence of synchronized electoral calendars in different Eurozone countries (Sadeh [@CR53]). Still we should expect strong partisan differences in countries where electoral rules encourage dispersion and fragmentation remains high (Clark et al. [@CR16]). To Heinemann ([@CR32]), the Stability and Growth Pact in European countries may have even encouraged unrealistic fiscal forecasting to gain acceptance from both national electorates and the European Commission.

In this paper we define the difference between budgetary plans and budgetary implementation as the "promise gap". The size of promise gaps is important because it may have a bearing on credibility and democratic accountability of elected governments.[7](#Fn7){ref-type="fn"} Such accountability requires a clear understanding of the impact of macroeconomic developments and discretionary government action. For instance, large and systematic fiscal promise gaps increase uncertainty for economic agents and lower the internal and external reputation of the government in being able to keep its commitments. This can shake credibility which is subsequently reflected in financial markets by an increase of long-term interest rates on government bonds (Baldacci and Kumar [@CR8]; Beetsma et al. [@CR9]). If governments deliver on their promised policies, they are more likely to be re-elected. Parties in government are motivated by a specific policy agenda and by their willingness to remain in office (Müller and Strøm [@CR44]). In addition, when governments do not deliver on their promises, the quality of democracy may suffer (Przeworski et al. [@CR65]).

We aim to answer two main empirical questions. First, how large are fiscal promise gaps during fiscal expansions? We pay a closer attention to fiscal expansions since most of the literature has overly dedicated more time and effort inspecting various aspects of fiscal consolidations when this type of episodes typically accounts for a much smaller percentage of the total number of fiscal policy changes.[8](#Fn8){ref-type="fn"} In fact, a recent paper by Gupta et al. ([@CR31]) looked at causes and effects of consolidation promise gaps for a subsample of 17 advanced economies and this paper serves as the main motivation for us to now look to the other side of fiscal policy actions, that is, fiscal expansions. Second, which economic and political economy drivers of these expansionary promise gaps matter the most, if any? Economic variables, namely unexpected changes in real GDP and inflation, have been found to explain such deviations (Afonso and Silva [@CR1]). On the political economy side, Beetsma et al. ([@CR10], [@CR11]) show that there is a systematic mismatch between budget implementation and planned adjustment with a limited role of traditional political variables.[9](#Fn9){ref-type="fn"} In contrast, for Bischoff and Gohout ([@CR12]) and Chatagny and Soguel ([@CR14]) there is evidence of over-optimistic fiscal forecasts around elections. We contribute to this debate by empirically examining the role of specific groups of political economy variables (namely ideology, electoral proximity, political strength and institutional accountability), together with fiscal and economic controls, in explaining expansionary promise gaps. To answer these questions, we created a new database of promised fiscal expansions that compares narrative budget plans with actual fiscal outcomes in a sample of 27 EU countries between 1992 and 2015.

We find that expansionary fiscal promise gaps are sizeable: the average expansionary promise gaps amount to 1.5--2.5% of GDP depending on the definition used. Initial and economic conditions help explaining the size of these gaps. With respect to political and institutional factors, we find that the more leftist a government is, the larger the expansionary promise gap. In contrast, governments facing weak opposition in the parliament and those more effective are characterized by smaller expansionary promise gaps. Regarding the importance of decentralization and the role played by subnational governments, the larger their capacity to influence national legislation and policy, the larger the promise gaps.

The remainder of the paper is organized as follows. Section [2](#Sec2){ref-type="sec"} develops the methodological and empirical framework. Section [3](#Sec6){ref-type="sec"} presents some descriptive statistics and stylized facts on expansionary promise gaps. Section [4](#Sec7){ref-type="sec"} discusses our regression results and conducts sensitivity and robustness exercises. The last section concludes.

Data and Methodology {#Sec2}
====================

Measuring Promised Fiscal Expansions {#Sec3}
------------------------------------

The identification of fiscal episodes (both fiscal expansions and consolidations) has for a long time relied on a positive approach, by which fiscal episodes were associated with changes in the cyclically adjusted primary balance (CAPB). Notwithstanding, some drawbacks characterize the traditional CAPB approach, namely the fact that this identification method may have biased past empirical estimates toward finding evidence of non-Keynesian effects (see Afonso and Jalles [@CR2]).[10](#Fn10){ref-type="fn"} Additionally, even when the CAPB accurately measures fiscal actions these include discretionary responses to economic developments, such as fiscal tightening to restrain rapid domestic demand growth. Against this background, scholars have tried to identify consolidation episodes following a narrative (or policy-action) approach. This approach relies on approved budget plans and historical accounts of past fiscal policy actions contained in annual reports of international organizations to identify expansionary of contractionary fiscal spells. Such approach was first popularized by Romer and Romer ([@CR52]) and Devries et al. ([@CR21]).[11](#Fn11){ref-type="fn"} Proponents of this approach argue that the estimated size of the fiscal measures during the episodes identified have the advantage of not being affected by the cycle, can minimize identification problems,[12](#Fn12){ref-type="fn"} and are unlikely to imply risks of reverse causation (Guajardo et al. [@CR30]). That said, the narrative approach is also flawed as it largely relies on judgment calls and it may not eliminate entirely endogeneity problems.[13](#Fn13){ref-type="fn"}

In this paper, we employ the same method to identify promised fiscal expansions as Gupta et al. ([@CR31]) used, in part, to identify promised fiscal adjustments. These authors, in essence, extended Alesina et al.\'s ([@CR4]) dataset from 2012 to 2015 for a sample of 17 Advanced Economies. So, practically, we take the European Commission's (EC) yearly documents assessing countries' Stability Programmes (first vintage) to uncover the amount of fiscal expansion planned between two consecutive years (complemented with country budget sources whenever necessary). So, we take a 1-year ahead (which can be viewed as the full length of a budgetary process from the budget preparation, submission and approval in national parliaments) fiscal value and compare it in the following year against its realized outcome. The sample covers 27 EU countries between 1992 and 2015.[14](#Fn14){ref-type="fn"} For our purposes, we are interested in studying planned fiscal changes that were forcefully implemented and also those where governments did not deliver on their promises. While is not a pure "narrative" approach, it is also not a positive (or quantitative) based one. We can call it a "hybrid" version between the two since we are looking at all fiscal changes that were planned by governments (regardless of their degree of subsequent implementation), thus allowing us to study the political factors behind those promise gaps, while simultaneously (arguably) minimizing reverse causation issues in a Romer--Romer sense.

Concretely, the main variable of interest in this paper is called "expansionary promise gap" (EPG). We define expansionary promise gaps (EPG) as the difference between the size of the planned fiscal expansion (PFE), as measured by the EC documents assessing each country's stability programme, and the size of the realized fiscal action (RFA), as measured by changes in the budget balance (expressed in percent of GDP). Mathematically we have:$$\documentclass[12pt]{minimal}
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Note that in the traditional literature these are not strictly speaking "discretionary" fiscal expansions; they rather reflect intentions of governments at the time such budgetary plans are submitted to the EC. This expansionary promise gap measure can be computed using alternative fiscal proxies. Our baseline measure is based on the negative changes in the general government's net lending/borrowing (or the overall budget balance), expressed in percent of GDP. However, for robustness purposes we also employ three additional proxies, namely the changes in either the primary balance, the cyclically adjusted primary balance or the structural balance. To correctly read the EPG, note that we can have one of two situations: governments can deliver less fiscal expansion than initially planned (this corresponds to a negative promise gap), or they can implement a larger fiscal expansion than initially foreseen (this corresponds to a positive promise gap).[15](#Fn15){ref-type="fn"} Moreover, we also split the expansionary promise gap into its expenditure and revenue components. This allow us to differentiate between revenue-based and expenditure-based promised expansions.

Table [1](#Tab1){ref-type="table"} shows, for each country between 1992 and 2015, the identified episodes or years of promised fiscal expansions based on changes in the budget balance from the EC documents. We end up with a total of 68 episodes of promised fiscal expansions. This number ranges from one in the cases of Hungary, Italy, Lithuania, Malta, Poland, Romania and Slovak Republic, to six in Luxembourg or the Netherlands.Table 1Episodes of promised fiscal expansions, 27 EU countries, 1992--2015CountryEpisodes/yearsAustria2003, 2005, 2009--2010, 2012, 2014Belgium2004, 2009Bulgaria2007--2008, 2013--2014Cyprus2008--2009, 2014--2015Czech Republic2007, 2009, 2014Denmark2000, 2006--2012, 2014--2015Estonia2005--2008, 2011--2012, 2014--2015Finland2002--2010, 2012, 2015France2009--2010Germany2001, 2008--2010, 2013, 2015GreeceHungary2012--2014Ireland1994, 1997, 2001--2009Italy2009Latvia2007, 2009, 2015Lithuania2015Luxembourg1999, 2001--2002, 2004, 2007--2010, 2012, 2015Malta2010Netherlands1992, 2001, 2003, 2006, 2010, 2014Poland2008Portugal2005, 2009, 2012Romania2007Slovak Republic2009Slovenia2008--2009, 2013Spain2004, 2006--2009Sweden1999, 2002--2003, 2005--2010, 2012--2014United Kingdom1994, 1999--2003, 2009, 2013Based on negative budget balance changes

Empirical Methodology {#Sec4}
---------------------

In addition to studying the size and characteristics of expansionary fiscal promise gaps in the EU, we also want to empirically test how different factors, in particular political economy ones, affect this newly computed measure in a panel regression analysis.

To explain the size of expansionary fiscal promise gaps, we rely on a reduced-form regression that includes several key determinants borrowed from the literature looking at causes and consequences of fiscal consolidations and expansions, that share common drivers (see, e.g., Alesina and Perotti ([@CR3]), von Hagen and Strauch ([@CR59]) and Ardagna ([@CR7])). Specifically, the role of initial fiscal conditions (which we label by *IC*), such as the initial level of debt-to-GDP ratio and the initial level of fiscal sustainability. The sustainability factor is defined as difference between the actual primary balance and the debt-stabilizing primary balance (see Escolano et al. [@CR23] for further details). Higher values of the initial sustainability factor imply that countries have primary balances close to (or above) the debt-stabilizing optimum level, and therefore, they are not under fiscal stress. We also add variables capturing the economic business cycle environment (which we label by *EC*), namely the size of the output gap and real GDP growth forecast errors (forecast errors defined as the difference between the actual real GDP growth and the forecasted real GDP growth, using the previous-year Autumn vintage of the IMF World Economic Outlook forecasts). The inclusion of these variables also aims to account for the "discretionary" component of fiscal policy even at the cost of possibly introducing endogeneity concerns---to be dealt with in "[Empirical results](#Sec7){ref-type="sec"}". Finally, several political factors are known to affect the size of promise gaps (which we label by *POL*). Beetsma et al. ([@CR10], [@CR11], 2015) state that political variables do not explain deviations from initial fiscal plans. However, the literature on the political economy of fiscal policy changes has long argued an important role attributed to political variables. Three political considerations have attracted most attention, namely the role of elections, the influence of political fragmentation and the impact of ideology. Empirical evidence has shown that these factors have varying degrees of explanatory power (Gaspar et al. [@CR28]). For example, wage outlays and capital spending are influenced by the proximity of elections. One popular hypothesis in the literature is that voters reward overspending (Tufte [@CR57]); others contend that voters may act as fiscal conservatives (Pelzman [@CR47]). The extreme view is that fiscal policy is hardly affected by elections (Klomp and de Haan [@CR37]). The role of political fragmentation in influencing fiscal outcomes is less controversial. Alesina and Perotti ([@CR3]) found that coalition governments are less likely to be associated with successful fiscal adjustments. This negative effect of political fragmentation on fiscal performance has received support from scholars using alternative research methodologies (Crivelli et al. [@CR17]; Perotti and Kontopoulos [@CR49]; Volkerink and de Haan [@CR58]). The role of ideology on the size of fiscal deficits appears to be weak (Potrafke [@CR51]), but seems to play a role in explaining differences in the mix of tax and spending policies (Hallerberg and von Hagen [@CR63]; Mulas-Granados [@CR43]). In a context in which these alternative political considerations are likely to affect budget planning and implementation, fiscal transparency and strong institutions have typically been associated with better fiscal performance (Alt and Lassen [@CR5]; Debrun et al. [@CR20]). For this reason, we add a fourth layer of possible determinants that proxies institutional accountability.

We estimate the following reduced-form equation to explain in a cross-sectional panel setting our measure of expansionary promise gaps:$$\documentclass[12pt]{minimal}
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                \begin{document}$$\epsilon_{it}$$\end{document}$ is an independent and identically distributed error term satisfying usual assumptions of zero mean and constant variance. Equation ([2](#Equ2){ref-type=""}) is estimated by Ordinary Least Squares (OLS) with White robust standard errors clustered at the country level.

Other Data {#Sec5}
----------

Macroeconomic and fiscal variables are retrieved from the IMF´s World Economic Outlook Database.

To test the role of political variables on expansionary promise gaps, we classify political economy and institutional variables (retrieved from the Database of Political Institutions---Cruz et al. ([@CR18])---and World Bank´s Governance Indicators) around four dimensions:*Political orientation* chief executive party orientation ranging from 1 if right-wing, 2 if centered, and 3 if left-wing.*Electoral proximity* This dimension takes into account the time that policy-makers have before forthcoming elections. Politicians facing elections in the immediate future do not have strong incentives to deliver on their initial budget promises and may report higher expansionary promise gaps to capture more votes. We use four variables to measure proximity. A higher electoral proximity is associated with more years in office, less years left in the current term, the party of the chief executive with a short tradition in office, and less months to the next election.[16](#Fn16){ref-type="fn"}*Political strength* This dimension captures the number of political actors participating in budgetary decisions, which typically exhibit conflicting budgetary demands. These actors could be parties in government---or in opposition -, interest groups or, more generally, veto players. Strong governments are those which operate in less fragmented political environments and are likely to be subject to less stringent spending demands. Therefore, they are typically associated with tighter fiscal discipline and lower promise gaps. We use four variables to measure political strength. More political strength is associated with a high margin of parliamentary majority, low cabinet fragmentation, executive control of all houses, and a weak opposition.*Political accountability* This dimension considers the institutional context in which fiscal policy decisions are made. When politicians operate in contexts where there is more transparency, better governance and more mechanisms to monitor their activities objectively, they tend to be more responsive to citizen's demands and more accountable to voters for the promises they make. In such contexts, politicians operating in institutional contexts with more accountability would be associated with more fiscal discipline and lower promise gaps. We use five variables to measure accountability. A higher accountability index is associated with more voice and accountability, with more regulatory quality, more government effectiveness and with the rule of law.

"Table [8](#Tab8){ref-type="table"} in the Appendix" provides summary statistics of all variables employed in our paper.

Stylized Facts on Expansionary Promise Gaps {#Sec6}
===========================================

The size of promised fiscal expansions episodes varies from 0.1% of GDP to 6.8% of GDP, with an average size of fiscal expansion equal to 1.02% of GDP (decomposed between an average decrease in taxes of about 0.50% of GDP and an average increase in spending of about 0.52% of GDP). The average duration of the identified episodes of promised fiscal expansions is 1.8 years.

Figure [1](#Fig1){ref-type="fig"} shows the yearly distribution of promised fiscal expansions over time for our sample of 27 EU countries. We further decompose this by tax-based or spending-based promised fiscal expansions.[17](#Fn17){ref-type="fn"} To put this in perspective, following the Global Financial Crisis and the need to boost aggregate demand in the years that followed the recession, most countries approved extremely expansionary fiscal policy packages, an aspect visible in the bar spike in 2009 (roughly equally split between increases in spending and cuts in taxes). The extent of fiscal expansions receded in the following years at a time the sovereign debt-crisis installed itself in the most EU countries and the need to unwind the previously expansionary fiscal stance in face of sustainability concerns kicked in. That said, generally speaking, between 2000 and 2008, expansionary fiscal stances were obtained thanks to cuts in taxation, with a residual effect left to increases in public expenditure.Fig. 1Promised fiscal expansions: absolute frequency over time, 1992--2015. *Note*: unbalanced panel; based on negative changes in the budget balance

Figure [2](#Fig2){ref-type="fig"} (panel a) shows the distribution of promised fiscal expansions by size (in percent of GDP). In more than 30% of fiscal expansion years, the size was between 0 and 0.5% of GDP. In close to 15% of the cases, promised fiscal expansions were larger than 2% of GDP. Tax cuts and spending increases played a relatively similar role (panel b), except for large expansionary promise gaps (larger than 2% of GDP). Fig. 2Relative frequency by size and components of promised fiscal expansions (percent), 1992--2015. *Note*: unbalanced panel; based on negative changes in the budget balance. Panel**b**: blue bars correspond to decreases in taxes; orange bars correspond to increases in spending

Figure [3](#Fig3){ref-type="fig"} shows the average size of expansionary promise gaps by country using alternative measures as discussed above. Looking at the baseline case that relies on changes in the overall fiscal balance---panel a)---Slovenia and the Slovak Republic are the countries with the largest positive promise gaps (i.e., on average these countries expanded fiscal policy by much more than initially envisaged in their budgetary plans), while Malta and Lithuania are the countries that seemed to have done a better job in meeting the proposed fiscal expansion plans ex-post (their values are essentially zero). We also relied on different measures of the promise gap. In panel b) we use the primary balance to correct for the effect of interest payments. In panel c) the structural balance is used which takes into account the effects stemming from the economic business cycle and/or one-off measures (e.g., Ireland's 2009 banking sector capitalization). In panel d) the CAPB is used. While the ordering of the different countries varies slightly, the average expansionary promise gaps remain the same, between 1.5 and 2.5% of GDP under all alternative measures.Fig. 3Size of Expansionary Promise Gaps, by country. *Note*: "Size" measured in percent of GDP. Missing bar charts in panels**c**),**d**) related to missing data on structural balance or the CAPB for those countries

In Fig. [4](#Fig4){ref-type="fig"} we plot box-whiskers for each country which gives us an additional country-specific idea of expansionary promise gap dispersion. For Belgium, Cyprus, Spain, Portugal and Slovenia, the interquartile range is sizeable, meaning that governments fluctuated considerably between what they inscribed in their budget plans and the amount of overrun incurred ex-post. In contrast, in countries such as Bulgaria, Netherlands or Sweden, budgetary realizations were on average more aligned with plans.Fig. 4Dispersion of promise gaps during fiscal expansions (using the budget balance), by country. *Note*: box-whiskers for each country with interquartile range depicted by the blue bar with maximum and minimum values corresponding to the top and bottom marks

Figure [5](#Fig5){ref-type="fig"} plots average expansionary promise gaps for "high" and "low" levels of different variables of interest (initial fiscal and economic conditions), which are identified by cases above the 75th percentile of the distribution and below the 25th percentile, respectively. The bar charts show that initially adverse fiscal conditions (high levels of debt to start with and low fiscal sustainability factors---the latter not shown) are subsequently associated with higher expansionary promise gaps. In addition, adverse economic conditions (as evidenced by large output gaps and high real GDP growth forecast errors) are associated with smaller expansionary promise gaps. This means that when the economy is weak, policy makers have less room for maneuver and tend to deliver upon their promised fiscal expansions without large budgetary slippages.[18](#Fn18){ref-type="fn"}Fig. 5Size of expansionary promise gaps and economic conditions. *Note*: "Size" measured in percent of GDP. "Initial" refers to the year prior to the start of a given episode. "High" and "Low" levels in the horizontal axes are identified by cases above the 75th percentile of the distribution and below the 25th percentile, respectively

Finally, Fig. [6](#Fig6){ref-type="fig"} plots the average size of expansionary promise gaps for low and high levels of the different political economy and institutional dimensions under scrutiny. Political strength and high institutional accountability are associated with lower expansionary promise gaps. The larger the level of political cohesion (small degree of political fragmentation) and the higher the levels of transparency and accountability, the more reliable is the government in meeting its promised fiscal action. This reveals that stronger governments tend to better respect their promised expansionary plans and gain credibility for doing so systematically. Political orientation and proximity seem to matter less, as the differences between the two bars are not statistically different from each other.Fig. 6Size of expansionary promise gaps and political factors. *Note*: "Size" measured in percent of GDP. For details on the political variables refer to the main text. "High" and "Low" levels are identified by cases above the 75th percentile of the distribution and below the 25th percentile, respectively

Empirical Results {#Sec7}
=================

Baseline Table [2](#Tab2){ref-type="table"}, specification 1, reports the results from estimating Eq. ([2](#Equ2){ref-type=""}) with the set of initial fiscal and economic conditions only. Obtained estimates confirm that annual improvements in the output gap (i.e., as output closes its distance to potential) lead to smaller expansionary promise gaps. Also, larger real GDP growth forecast errors are associated with smaller expansionary promise gaps. This is in line with the stylized fact evidence presented earlier. Also, the lack of fiscal space---proxied by high initial levels of debt---contributes to smaller promise gaps. Throughout the different specifications, the sustainability factor comes out statistically insignificant once other regressors as well as country effects are accounted for, in slight contrast with the unconditional stylized evidence presented in the previous section. In specifications 2--14 we add one political economy or institutional variable one at a time. We observe that the more leftist a government is, the larger the expansionary promise gap. Recall that this variable is discrete ranging from 1 to 3. A one standard deviation increase in ideology (that is, going more to the left)---that corresponds to roughly a 1 unit move---leads to a 0.75% of GDP larger promise gap. Relatedly, a recent paper by Muller et al. (2016) analyzes, in a context of a DGSE model, the political color of fiscal responsibility. Authors find that a shift from right to the left is associated with an increase in taxation and an increase in government expenditures. In addition, governments facing weak opposition in the parliament and those more effective are characterized by smaller expansionary promise gaps. This is in line with, e.g., Crivelli et al. ([@CR17]) and Alt and Lassen ([@CR5]) according to whom the smaller degrees of political fragmentation and stronger institutions are typically associated with better fiscal performance. All other variables entering independently are not statistically different from zero in explaining expansionary promise gaps.Table 2Single Variable approach: Fiscal, Economic and Political Determinants of Expansionary Promise GapsSpecification regressors(1)(2)(3)(4)(5)(6)(7)(8)(9)(10)(11)(12)(13)(14)Lagged Debt− 0.041\*− 0.042\*− 0.045\*− 0.043\*− 0.049\*− 0.040+− 0.039+− 0.040+− 0.038+− 0.060\*− 0.063\*− 0.069\*\*− 0.065\*− 0.056\*(0.025)(0.024)(0.025)(0.026)(0.024)(0.025)(0.025)(0.026)(0.025)(0.035)(0.033)(0.034)(0.034)(0.035)Lagged Sustainability Factor0.1030.0780.0990.0910.0850.1080.1030.1040.1240.0420.0460.1190.0410.042(0.098)(0.093)(0.103)(0.098)(0.099)(0.100)(0.099)(0.099)(0.101)(0.122)(0.121)(0.130)(0.121)(0.122)Change in output gap− 0.454\*\*\*− 0.452\*\*\*− 0.460\*\*\*− 0.465\*\*\*− 0.457\*\*\*− 0.455\*\*\*− 0.460\*\*\*− 0.456\*\*\*− 0.459\*\*\*− 0.460\*\*\*− 0.462\*\*\*− 0.445\*\*\*− 0.459\*\*\*− 0.459\*\*\*(0.076)(0.074)(0.080)(0.079)(0.080)(0.077)(0.078)(0.077)(0.076)(0.077)(0.077)(0.079)(0.079)(0.077)Lagged real GDP forecast error− 0.288\*\*− 0.286\*\*− 0.288\*\*− 0.273\*\*− 0.291\*\*− 0.291\*\*− 0.285\*\*− 0.289\*\*− 0.293\*\*− 0.264\*− 0.275\*− 0.350\*\*− 0.258\*− 0.257\*(0.124)(0.122)(0.139)(0.130)(0.133)(0.125)(0.123)(0.125)(0.125)(0.141)(0.143)(0.154)(0.139)(0.142)Political proxyPolitical orientationYears in officeYears left in current termParty of chief executive more time in officeMargin of majorityCabinet strengthGovernment cohesionWeak oppositionVoice and accountabilityRegulatory qualityGovernment effectivenessControl of corruptionRule of lawCoefficient estimate0.750\*\*\*0.038− 0.0150.058− 2.302− 0.023− 0.592− 0.015\*\*− 1.169− 1.092− 3.877+− 1.9552.055(0.281)(0.087)(0.186)(0.055)(4.500)(0.046)(2.467)(0.007)(2.718)(2.410)(2.412)(2.424)(4.054)Constant3.407\*\*\*1.5493.032\*3.538\*\*2.1214.765\*4.335\*3.380\*\*\*4.605\*\*\*6.382+6.910+11.995\*\*8.856\*1.177(1.238)(1.231)(1.685)(1.445)(2.069)(2.913)(2.245)(1.254)(1.469)(4.054)(4.708)(4.775)(5.332)(7.110)Observations112112111111111112112112112101101101101101*R*^2^0.5420.5700.5450.5440.5490.5430.5430.5420.5510.5530.5540.5680.5570.554The dependent variable is expansionary promise gaps (baseline using the budget balance), as defined in the main text. White robust standard errors in parenthesis. Country and time-fixed effects omitted for reasons of parsimony. +, \*, \*\*, \*\*\* denote statistical significance at the 15, 10, 5 and 1% levels, respectively

In Table [3](#Tab3){ref-type="table"}, we include the political economy and institutional variable together in a horse-race survival type regression. Since Governance Indicators cover a shorter time span (from 1996), we have one specification with and another specification without these five governance proxies. Looking at specifications 1 and 2 for the entire sample, conclusions are not different from the ones in Table [2](#Tab2){ref-type="table"}, with a role attributed to political orientation, cohesion---proxied by weak opposition -, but no statistical action regarding other regressors.Table 3Fiscal, Economic and Political Determinants of Expansionary Promise Gaps, all variables in different sub-samplesSpecification(1)(2)(3)(4)(5)(6)Regressors/SampleAllAllAdvanced EuropeAdvanced EuropeEurozoneEurozoneLagged Debt− 0.053\*\*− 0.084\*\*− 0.055\*\*− 0.064\*− 0.057− 0.086\*(0.026)(0.036)(0.024)(0.034)(0.041)(0.048)Lagged Sustainability Factor0.0540.0150.1160.1110.0450.032(0.105)(0.145)(0.104)(0.144)(0.136)(0.199)Change in output gap− 0.465\*\*\*− 0.460\*\*\*− 0.623\*\*\*− 0.631\*\*\*− 0.423\*\*\*− 0.403\*\*\*(0.084)(0.090)(0.088)(0.091)(0.107)(0.120)Lagged real GDP forecast error− 0.265\*− 0.265+− 0.343\*\*\*− 0.361\*\*− 0.228− 0.256(0.139)(0.180)(0.129)(0.153)(0.169)(0.245)Political Orientation0.839\*\*0.6800.708\*0.763+0.835\*\*0.796(0.367)(0.501)(0.365)(0.482)(0.405)(0.582)Years in Office− 0.121− 0.160− 0.048− 0.018− 0.222− 0.377+(0.129)(0.179)(0.111)(0.150)(0.185)(0.251)Years left in current term− 0.066− 0.006− 0.185− 0.0870.0360.145(0.171)(0.194)(0.184)(0.189)(0.221)(0.225)Party of chief executive more time in office0.1140.1330.0770.0810.189+0.237\*(0.083)(0.112)(0.058)(0.082)(0.121)(0.142)Margin of Majority− 1.635− 2.7734.2528.008− 15.766− 24.686(11.231)(14.840)(9.117)(10.672)(18.382)(26.424)Cabinet strength0.0820.0780.0500.0350.249+0.286(0.080)(0.094)(0.070)(0.087)(0.167)(0.223)Government cohesion− 0.216− 1.850− 1.011− 2.989− 2.082− 4.030(3.076)(4.097)(3.014)(3.297)(4.219)(6.131)Weak opposition− 0.026\*− 0.022− 0.033\*\*− 0.038+− 0.023− 0.016(0.016)(0.026)(0.014)(0.025)(0.018)(0.030)Voice and accountability− 0.9230.768− 0.524(2.920)(2.412)(3.624)Regulatory quality− 0.6112.299− 2.933(3.683)(3.823)(4.397)Government effectiveness− 2.206− 1.970− 3.451(2.716)(2.793)(3.701)Control of corruption− 0.9700.933− 0.944(2.711)(2.064)(3.041)Rule of law2.7354.5249.794+(6.525)(7.207)(6.023)Constant0.0816.127− 0.696− 12.7903.5592.878(4.505)(13.583)(3.476)(11.902)(5.126)(14.345)Observations11110096857872*R*^2^0.6000.6080.6420.6740.6320.664The dependent variable is expansionary promise gaps (baseline using the budget balance), as defined in the main text. White robust standard errors in parenthesis. Country and time-fixed effects omitted for reasons of parsimony. +, \*, \*\*, \*\*\* denote statistical significance at the 15, 10, 5 and 1% levels, respectively

To explore potential differences between geographical regions and countries belonging to the European Monetary Union, we split our baseline analysis and perform it in four separate subsamples: (1) advanced and emerging European countries (specifications 3 and 4); (2) euro and non-euro countries (specifications 4 and 5). We can see that the role of proximity marginally matters to explain expansionary promise gaps in Euro area countries. That is, the longer the time in office of the party of the chief executive, the larger the size of the promise gap during fiscal expansions. In Euro area countries the stronger the rule of law, the larger the expansionary promise gap---an effect that was statistically not different from zero in the entire sample. Also, in this group of countries, political cohesion does not seem to matter that much.

If one splits expansionary promise gaps by instrument type, that is, tax versus spending-based policies, we get the evidence presented in Table [4](#Tab4){ref-type="table"}. When a government engages in tax-based fiscal expansions, the more leftist a government is, the larger the promise gap will be. This is in line with Hallerberg and von Hagen ([@CR63]) that the role of ideology helps explaining the fiscal policy mix between tax and spending. This also relates with the fact that left-wing governments tend to be more conservative in revenue forecasts giving them more room to expand more fiscal policies relying on tax instruments (see Chatagny ([@CR15]) for empirical evidence on the Swiss Cantons). In contrast political orientation does not seem to matter in spending-based fiscal expansions. In spending-based fiscal expansions the number of years left in the current term matters; the longer, the more the incumbent government will likely overpromise and underdeliver. Interestingly, the margin of majority comes out with opposing signs between tax and spending-based expansions in explaining the promise gaps (negative in the former; positive in the latter). Similarly, the stronger the cabinet the larger (smaller) the expansionary promise gap, when fiscal expansions are tax-based (spending-based). Governance indicators seem to matter more in the case of tax-based fiscal expansions. Note however, that in these cases the sample size gets reduced and calls for caution in interpreting coefficient estimates.Table 4Fiscal, economic and political determinants of expansionary promise gaps, by type of instrument (tax vs. spending)Specification(1)(2)(3)(4)Regressors/type of promise gapTax-based fiscal expansionsSpending-based fiscal expansionsLagged Debt− 0.000− 0.005− 0.018− 0.002(0.042)(0.079)(0.062)(0.154)Lagged Sustainability Factor0.2410.207− 0.115− 0.164(0.191)(0.344)(0.168)(0.217)Change in output gap− 0.479\*\*\*− 0.565\*\*\*− 0.416\*\*− 0.607\*\*\*(0.157)(0.165)(0.173)(0.079)Lagged real GDP forecast error− 0.421\*\*\*− 0.370\*− 0.1750.185(0.139)(0.185)(0.267)(0.282)Political Orientation0.7981.602\*\*0.6740.391(0.721)(0.679)(0.652)(2.280)Years in Office− 0.242− 0.260− 0.005− 0.341(0.232)(0.271)(0.213)(0.291)Years left in current term− 0.0800.1040.500+0.769\*\*(0.263)(0.320)(0.305)(0.336)Party of chief executive more time in office− 0.080− 0.256− 0.035− 0.100(0.183)(0.255)(0.127)(0.192)Margin of Majority− 40.891\*− 62.766\*23.513+38.514\*(21.058)(31.446)(15.747)(18.716)Cabinet strength0.364\*0.285− 0.153− 0.527\*\*(0.181)(0.227)(0.130)(0.225)Government cohesion4.66814.673+6.28834.242\*(7.622)(9.100)(6.475)(17.330)Weak opposition− 0.0140.026− 0.0300.009(0.021)(0.047)(0.035)(0.058)Voice and accountability5.880\*0.713(3.210)(11.931)Regulatory quality3.393− 7.794(3.618)(10.241)Government effectiveness− 1.600− 1.500(3.894)(8.696)Control of corruption7.625+− 7.337(4.929)(6.015)Rule of law− 10.495− 9.177(13.222)(13.799)Constant12.36212.152− 4.67648.835(9.438)(16.656)(7.171)(32.381)Observations59545246*R*^2^0.6890.7670.8410.958The dependent variable is expansionary promise gaps (baseline using the budget balance), as defined in the main text. White robust standard errors in parenthesis. Country and time-fixed effects omitted for reasons of parsimony. +, \*, \*\*, \*\*\* denote statistical significance at the 15, 10, 5 and 1% levels, respectively(b)Sensitivity and Robustness In Table [5](#Tab5){ref-type="table"} we further check the robustness of our results to alternative ways of calculating the expansionary promise gap. Results generally show that political orientation keeps its positive and significant effect. When using the structural balance (specifications 3 and 4) more action is visible with respect to proximity and governance indicators. The longer the time in office of an incumbent government, the smaller the degree of expansionary promise gap. But if this is associated with having successive governments of the same party taking the lead of the executive, it does not translate into smaller promise gaps, on the contrary. Better regulatory quality, higher government effectiveness and better control for corruption, all tend to lower the difference between promised fiscal expansions and realized ex-post outcomes. When using the CAPB variant, none of the political and institutional variables come out statistically significant, once initial fiscal and economic conditions and country effects are taken into account. Note that due to lack of data, results using either the structural balance or CAPB definitions are smaller in size relative to the baseline estimation and warrant caution in interpretation.Table 5Fiscal, economic and political determinants of alternative versions of expansionary promise gapsSpecification(1)(2)(3)(4)(5)(6)Regressors\\Dep.Var.Primary balance Promise GapStructural Balance Promise GapCAPB Promise GapLagged Debt− 0.021− 0.034− 0.031− 0.051\*− 0.052\*\*− 0.064\*\*\*(0.029)(0.031)(0.026)(0.026)(0.024)(0.023)Lagged Sustainability Factor0.1080.1120.021− 0.220+0.1030.078(0.090)(0.123)(0.134)(0.147)(0.113)(0.124)Change in output gap− 0.496\*\*\*− 0.479\*\*\*− 0.125− 0.179\*− 0.048− 0.015(0.068)(0.070)(0.093)(0.089)(0.080)(0.081)Lagged real GDP forecast error− 0.221\*− 0.232+0.230+0.498\*\*\*− 0.240\*\*− 0.242\*(0.128)(0.150)(0.156)(0.176)(0.118)(0.127)Political Orientation0.557\*0.2710.531\*\*0.679\*\*\*0.2290.122(0.312)(0.359)(0.251)(0.208)(0.375)(0.389)Years in Office− 0.096− 0.131− 0.280\*\*− 0.568\*\*\*− 0.001− 0.016(0.133)(0.165)(0.120)(0.160)(0.118)(0.114)Years left in current term0.0650.151− 0.129− 0.311+0.1400.201(0.165)(0.178)(0.209)(0.203)(0.224)(0.228)Party of chief executive more time in office0.0610.0650.131\*\*0.256\*\*\*0.000− 0.008(0.077)(0.092)(0.049)(0.057)(0.057)(0.058)Margin of Majority− 2.719− 4.4762.778− 8.452− 7.387− 7.667(8.857)(10.884)(10.928)(10.337)(6.345)(7.558)Cabinet strength0.0100.020− 0.0270.198\*\*− 0.001− 0.005(0.035)(0.049)(0.074)(0.086)(0.025)(0.028)Government cohesion1.4280.827− 0.926− 2.0751.4960.743(2.222)(2.409)(1.809)(2.024)(1.798)(1.789)Weak opposition− 0.011− 0.003− 0.003− 0.0230.0040.005(0.014)(0.018)(0.015)(0.020)(0.012)(0.014)Voice and accountability− 3.571− 5.767− 2.648(3.347)(4.009)(2.403)Regulatory quality− 0.708− 9.044\*− 1.310(2.363)(4.527)(2.031)Government effectiveness− 2.488− 1.090\*\*\*− 1.422(1.857)(3.321)(2.096)Control of corruption− 0.738− 4.431+− 0.005(2.149)(2.807)(2.016)Rule of law2.70910.655\*4.079(4.209)(5.446)(3.019)Constant2.90711.8871.880− 17.206\*7.568\*\*10.294+(3.922)(8.698)(3.199)(8.907)(3.334)(7.083)Observations13812469669392*R*^2^0.5350.5700.4890.6770.4130.442The dependent variable is expansionary promise gaps defined using alternatively changes in the primary balance, changes in the structural balance or changes in the CAPB---as identified in row two. White robust standard errors in parenthesis. Country and time-fixed effects omitted for reasons of parsimony. +, \*, \*\*, \*\*\* denote statistical significance at the 15, 10, 5 and 1% levels, respectively

Our final exercise is related to the role played by subnational governments. To put in in context, we know the Global Financial Crisis had a bearing on intergovernmental relations.[19](#Fn19){ref-type="fn"} In the aftermath of the crisis, counter-cyclical activism included large public investment programmes that were carried out predominantly at the subnational level and financed by the center through grants and transfers. The post-crisis surge in subnational spending was subsequently reversed as activity began to recover, stimulus was withdrawn, and fiscal consolidation programmes were put in place to restore the longer-term fiscal sustainability. With the current Covid-19 Pandemic we may see again the fiscal stimulus impetus being carried out at the regional and local level. This decentralization aspect of the fiscal effort is likely to be of extreme importance given the proximity to specific populations, constituencies and their particular needs. This comes at a time wide-ranging institutional reforms to fiscal-financial management at the subnational level have been put into place. In the European Union in particular, such reforms enhanced the engagement of the subnational governments in national medium-term fiscal consolidation programmes, established binding public debt and/or deficit ceilings applying to both the central government and the subnational jurisdictions, and in some cases introduced restrictions on subnational borrowing. The change in the ability of subnational governments to influence national policymaking and it particular to help meeting promised fiscal targets has been somewhat overlooked.

We specifically look for empirical evidence on the effects of the intergovernmental fiscal relations, namely subnational authority in policymaking and fiscal-financial management, in affecting expansionary promise gaps. There is a relative dearth of quantitative indicators of authority that cover a broad range of policy and managerial aspects of intergovernmental relations and exhibit sufficient time series variation to be used meaningfully in empirical analysis. A dataset that meets these criteria is that of Hooghe et al. ([@CR64], [@CR33]), which covers 81 countries over the period 1950--2010.[20](#Fn20){ref-type="fn"} The key indicators measure two broad aspects of subnational authority: self- and shared rule. The self-rule indicators are based on the policy, fiscal-financial and representation autonomy of the subnational governments within their own jurisdictional borders.[21](#Fn21){ref-type="fn"} The shared-rule indicators measure the extent of joint prerogatives of subnational governments based on their capacity to influence national legislation and policy.[22](#Fn22){ref-type="fn"} These indicators are also used to construct a composite aggregate Regional Authority Index (RAI).

An advantage of the subnational authority indicators used in the empirical analysis that follows is their time series and cross-sectional coverage and variation, which is far greater than that of indicators based on constitutional parameters, such as that of Elazar ([@CR22]). The indicators therefore allow for a finer analysis of incremental institutional change, rather than radical constitutional reforms.[23](#Fn23){ref-type="fn"}

Table [6](#Tab6){ref-type="table"} shows the results from the OLS with these additional indicators. Subnational autonomy indicators are computed in ascending order, with an increase in the indicator denoting an increase in subnational autonomy. Interestingly, focusing on specification 1 different indicators have contrary effects on the size of expansionary promise gaps. While more institutional and fiscal autonomy reduce them, the larger the range of polices under the regional government authority or their borrowing autonomy relative to the central government, the bigger the promise gaps. For this reason, the compositive self-rule indicator comes out insignificant due to the conflicting signs of some of its components. The results are more clear-cut for the shared rule, which comes out positive and significant thanks to the positive influence of law-making, executive and borrowing control. So, all in all, the larger the capacity of subnational governments to influence national legislation and policy, the larger the promise gaps. The composite indicator of overall regional autonomy is negative but statistically not different from zero.Table 6Fiscal, economic and political determinants of expansionary promise gaps, role of subnational structuresSpecification regressors(1)(2)(3)(4)(5)Lagged Debt− 0.067\*− 0.053\*− 0.068\*\*− 0.070\*\*− 0.058\*(0.034)(0.031)(0.030)(0.029)(0.031)Lagged Sustainability Factor0.032− 0.014− 0.042− 0.033− 0.015(0.135)(0.136)(0.138)(0.135)(0.136)Change in output gap− 0.558\*\*\*− 0.521\*\*\*− 0.516\*\*\*− 0.524\*\*\*− 0.519\*\*\*(0.081)(0.081)(0.081)(0.081)(0.081)Lagged real GDP forecast error− 0.294\*− 0.202− 0.162− 0.163− 0.200(0.158)(0.161)(0.171)(0.169)(0.163)Political Orientation0.686\*\*0.922\*\*\*0.805\*\*0.877\*\*\*0.919\*\*\*(0.306)(0.335)(0.321)(0.298)(0.337)Years in Office− 0.102− 0.158− 0.161− 0.151− 0.155(0.149)(0.166)(0.152)(0.155)(0.166)Years left in current term− 0.145− 0.115− 0.119− 0.155− 0.118(0.193)(0.187)(0.203)(0.196)(0.188)Party of chief executive more time in office0.0920.0930.0850.0790.087(0.080)(0.109)(0.094)(0.099)(0.108)Margin of Majority2.1222.169− 6.554− 5.5262.215(15.213)(13.547)(15.315)(14.388)(13.431)Cabinet strength0.1920.0960.232+0.2100.099(0.159)(0.147)(0.159)(0.149)(0.146)Government cohesion− 0.9490.9730.7320.8441.266(2.765)(2.834)(2.560)(2.560)(2.824)Weak opposition− 0.073\*\*\*− 0.040\*\*− 0.048\*\*\*− 0.044\*\*\*− 0.041\*\*(0.014)(0.017)(0.016)(0.012)(0.016)Depth− 2.229\*\*\*(0.487)Policy Scope1.833\*\*\*(0.362)Fiscal Autonomy− 5.957\*\*\*(1.283)Borrowing autonomy2.539\*(1.360)Representation Independence6.289\*\*(3.055)Self-Rule− 0.144(0.349)Law-Making1.540(1.333)Executive Control2.647\*\*\*(0.681)Fiscal Control1.027\*\*\*(0.264)Borrowing Control1.704(1.589)Constitutional Reform− 6.595\*\*(1.692)Shared-Rule2.951\*\*(1.326)RAI− 0.047(0.331)Constant5.9710.893− 4.191− 1.7490.287(6.000)(4.999)(4.124)(3.526)(4.960)Observations8888888888*R*^2^0.7890.7350.7490.7460.734The dependent variable is expansionary promise gaps (baseline using the budget balance), as defined in the main text. White robust standard errors in parenthesis. Country and time-fixed effects omitted for reasons of parsimony. +, \*, \*\*, \*\*\* denote statistical significance at the 15, 10, 5 and 1% levels, respectively

Concluding Remarks {#Sec8}
==================

This paper constructed a new database on expansionary fiscal promise gaps, defined as the distance between planned expansionary fiscal policy actions and actual realized fiscal actions. With this new data, we characterized the size and patterns of these promise gaps for a sample of 27 EU countries over more than 20 years and also empirically analyzed its main economic and political determinants.

We found that these gaps are sizeable: the average expansionary promise gaps amount to 1.5--2.5% of GDP depending on the definition used. The position of the economy in the business cycle seems to affect the size of these promise gaps. Concretely, when the economy performing poorly, policy makers have less room for maneuver and tend to deliver upon their promised fiscal expansions. Also, the more adverse the fiscal conditions, either measured by large public debt levels to begin with or low degrees of the fiscal sustainability factor, the smaller the size of such promise gaps. This is because governments´ scrutiny is higher so they deliver on the budgetary plans with smaller deviations.

Turning to political and institutional factors, empirical evidence in this paper goes against the conclusions of Beetsma et al. ([@CR10], [@CR11]) and, indeed, aligned with those in Gaspar et al. ([@CR28]); that political variables have varying degrees of explanatory power in influencing deviations from initial fiscal plans. We find that the more leftist a government is, the larger the expansionary promise gap. In contrast, governments facing weak opposition in the parliament and those more effective are characterized by smaller expansionary promise gaps. Regarding the importance of decentralization and the role played by subnational governments, the larger their capacity to influence national legislation and policy, the larger the promise gaps. Results are robust to several checks.

In future work, it would be interesting to further decompose revenue and expenditure components by sub-categories to better inspect with greater detail where the differences between plans and realized outcomes originate from. This could help better designing and monitoring governments´ budgets throughout a given fiscal year.

Appendix {#Sec9}
========

See Tables [7](#Tab7){ref-type="table"} and [8](#Tab8){ref-type="table"}. Table 7Years covered by EC's Stability Programs (SP) by type of fiscal aggregate, by country 1992--2015*Source*: EC's Assessments of Stability Programmes (SP) documentsCountryYears covered by EC's SP: Overall balanceYears covered by EC's SP: Primary balanceYears covered by EC's SP: Structural balanceYears covered by EC's SP: CAPBAustria1996--20151997--20152006--2009, 2012--20152002--2015Belgium1993, 1997, 1999--20151993, 1997, 1999--20151999, 2002--2009, 2012--20152002--2015Bulgaria2007--20152007--20152007--2009, 2011--20152007--2015Cyprus2005--20152005--20152006--2009, 2013--20152004--2015Czech Republic2005--20152005--20152006--2009, 2013--20152004--2015Denmark1994--20152000--20151995, 1997, 1999--2009, 2014--20152003--2008, 2010, 2014--2015Estonia2005--20152005--20152006--2009, 2014--20152005--2015Finland1996--20151996--20152006--2009, 2013--20152002--2015France1994, 1997, 1999--20152001--20152004--2009, 2013--20152005--2015Germany1994, 1997, 1999--20152000--20152003, 2005--2009, 2013--20152005--2008, 2011--2015Greece1993, 1995, 1999--20151993, 1995, 1999--20152006--20092003--2011Hungary2005--20152005--20152006--2009, 2013--20152004--2015Ireland1994, 1997, 1999--20151999--20152003, 2006--2009, 2013--20151999--2010, 2013--2015Italy1992, 1998--20151992, 1998--20151999--2001, 2006--2009, 2013--20152002--2015Latvia2005--20152005--20152006--2009, 2013--20152004--2015Lithuania2005--20152005--20152005--2009, 2013--20152004--2015Luxembourg1999--20152000--20152006--2009, 2013--20152003--2015Malta2005--20152005--20152006--2009, 2013--20152004--2015Netherlands1992, 1995, 1997, 1999--20151992, 1995, 1997, 1999--20152004, 2006--2009, 2013--20152005--2015Poland2005--20152005--20152006--2009, 2013--20152004--2015Portugal1992, 1994, 1998--20151992, 1994, 1998--2010, 2012--20152001, 2005--2009, 2013--20152002--2010, 2012--2015Romania2007--20152007--20152011--20152007--2015Slovak Republic2005--20152005--20152006--2009, 2011, 2013--20152004--2015Slovenia2005--20152005--20152006--2009, 2013--20152004--2008, 2013--2015Spain1992, 1998--20151998--20152005--2009, 2013--20151993, 2005--2009, 2012--2015Sweden1996--20151996--20152002--2004, 2006--20152005--2008, 2012--2015United Kingdom1994--20151994--20152006--20082005--2015Table 8Descriptive statisticsConcept/VariableDescriptionSourceObs.MeanSDMin.Max.Promise Gap (budget balance)EPG = PFE---RFA, using overall fiscal balance (see main text for details)EC Stability Programs1182.232.92− 2.03614.64Promise Gap (primary balance)Same using primary balanceIdem1561.9262.619− 2.30113.50Promise Gap (structural balance)Same using structural balanceIdem621.3761.561− 1.0056.067Promise Gap (CAPB)Same using the CAPBIdem891.6751.689− 1.9616.389Public Debt (% GDP)General Government public debt (% GDP)IMF, WEO15648.18427.1433.663129.004Sustainability FactorPrimary balance minus debt-stabilizing primary balanceIMF, GFS156− 0.2694.575− 18.79511.227Output GapWEO output gapIMF, WEO1560.5753.691− 13.49514.911Real GDP forecast errorYear-ahead autumn real GDP forecast error, defined as actual minus forecastIMF, WEO135− 0.8783.216− 12.0055.877Political OrientationFrom right to center to left (1, 2, 3)Database Political Institutions (DPI)1551.6381.01803ProximityYears in officeComputed based on DPI variables15513.512.95117Years left in current term1531.7971.21001Party of chief executive more time in office15126.7946.543133StrengthMargin of majority1560.5660.7890.3640.798Cabinet strength proxied by voting share15649.46713.21070.42Government cohesion proxied by inverse of government fractionalization index1560.4410.24700.827Weak opposition proxied by inverse of number of opposition seats156240.8474.6890325AccountabilityVoice and accountability1421.2880.3030.3371.800Regulatory quality1421.4480.3790.5072.098Government effectiveness1421.4860.590− 0.3242.353Control of corruption1421.5020.768− 0.2672.469Rule of law1421.4470.549− 0.1072.096

Throughout this paper, the terms economic activity, output and growth are used interchangeably when discussing the short-term impact of fiscal policy.

<https://ec.europa.eu/commission/presscorner/detail/en/ip_20_459>.

Examples of expansionary fiscal contraction from Europe, most notably from Denmark and Ireland, have been cited to illustrate such outcome)---see Giavazzi and Pagano ([@CR29]).

Over the years, a key issue in the design of fiscal policy rules has been the accuracy of government budget forecasts, which have been criticized for being consistently biased as a result of setting unrealistic, politically motivated targets (Strauch et al. [@CR55]; Moulin and Wierts [@CR41]). There is a large literature pointing out the deficiencies of government budget forecasts (see Leal et al. ([@CR38], p. 350) for an overview).

Since national governments express their views about the outlook for fiscal policy in the form of annual targets and plans rather than projections or forecasts, the activities of revenue estimation and spending planning are key in the elaboration of annual budgets and the determination of (multi-annual) targets.

Government forecasts of budget deficits invoke considerable scepticism. A prominent critic is Frankel ([@CR26]) who mocks the "budgetary wishful thinking" of many government agencies. Moreover, Frankel and Schreger ([@CR27]) provide evidence on the tendency of Eurozone governments to be over-optimistic.

In fact, the accountability of governments for the use of public funds in western democracies is at the root of budgetary procedures and has led to the creation and development of fiscal forecasting methods.

For instance, Afonso and Jalles´ ([@CR2]) Table [1](#Tab1){ref-type="table"} shows that, under alternative quantitative definitions to identify fiscal episodes on the basis of changes in the cyclically adjusted primary balance (CAPB), the number of identified fiscal expansions is always larger than the number of fiscal consolidations (20--30% more for expansions).

In this paper, we use the word "planned" and "promise" interchangeably to denote policy makers fiscal policy intentions at the time a relevant fiscal document is submitted to national parliament and/or the European Commission.

Many non-policy factors, such as price fluctuations, affect the CAPB and can lead to erroneous conclusions regarding the presence of fiscal policy changes (Morris and Schuknecht [@CR40]).

Note that the narrative approach applied by Devries et al. ([@CR21]) uses historical accounts from OECD and the EU's annual reports describing what happened to the budget deficit in a particular country/period, but they do not go into the details of policy makers\' intentions, discussions and congressional records. This differs from the approach used in Romer and Romer ([@CR52]), who identify exogenous tax policy changes by analyzing US congressional documents.

However, as Jorda and Taylor ([@CR35]) argue, fiscal shocks may not be exogenous and can be predicted. Recently, Wiese et al. ([@CR62]) used an alternative approach to identifying fiscal policy changes, based on structural breaks in the data. We do not follow this approach in our paper.

Alesina et al. ([@CR4]) argued that the original dataset put together by Devries et al. ([@CR21]) was a partial representation of the full fiscal corrections present in fiscal plans. They affirm that the design of plans generates inter-temporal and intra-temporal correlations among fiscal variables which had been ignored. In fact, Alesina et al. ([@CR4]) considered an extra layer of complexity not dealt with in our setting, the fact that fiscal plans typically contain three components: (a) unexpected shifts in fiscal variables (announced and implemented at time t; (b) shifts announced in previous years, but implemented at time t; and (c) shifts announced at time t to be implemented in future years.

"Table [7](#Tab7){ref-type="table"} in the Appendix" shows the country coverage. Due to limited data availability, some countries start later than 1992.

For example, take the last year covered, 2015, and the first country (in alphabetical order), Austria. We use the "*Assessment of the 2015 Stability Programme for Austria*", refer to Table [2](#Tab2){ref-type="table"} (page 7) and retrieve information on the relevant fiscal aggregates for the columns labelled "2015 SP" and the "2014". The difference between these two values gives us the promise gap for the year 2015 for Austria.

This latter indicator refers to actual months left to next election, ex-post facto, after the fact, while the variable "more years left in current term" is observed ex-ante.

The split by budgetary policy component---tax vs spending---was based on the ad hoc criteria of having more than 50% of the total change in the promised fiscal expansions attributed to either one or the other component. While most fiscal policy changes comprise of a mix of both tax and spending measures, this approach is an imperfect, yet common (in this literature), way to split the entire sample into two sub-samples, tax-based and spending-based.

The larger the GDP forecast error---defined as actual minus forecast data---the larger the degree of uncertainty (or lack of precision). This is inversely correlated with the size of the expansionary promise gap. Recall that the "size" of the expansionary promise gap is a ratio to GDP. Basically, if a government is more accurate in its GDP forecasts x-periods ahead, it has more room for maneuver as far as expansionary policies are concerned as it has more degrees of freedom by solely making changes to the numerator relative to the submitted plans. Smaller errors mean a larger ability to expand more fiscal policies to support the economy and/or satisfy the basis of the political electorate.

For analyses of the fiscal impacts of the global financial crisis on subnational governments, see for example, Ter-Minassian and Fedelino ([@CR56]), OECD ([@CR45], [@CR46]) and De Mello and Jalles ([@CR19]).

Alternative indicators are available to measure subnational autonomy in tax policy (see Stegarescu [@CR54]; Blöchliger and King [@CR13]). A precursor to these recent measurement efforts is Kearney ([@CR36]), whose decentralisation index include several aspects of subnational autonomy, such as government structure, executive selection and central veto power, in additional to revenue and spending authority.

They include the institutional autonomy (depth) of regional governments (measured on a 0--3 scale with increasing level of authority), their policy scope (or range of policies under regional government authority, measured on a 0--4 scale with increasing breadth of policy areas, including economic affairs, education and welfare, etc.), their fiscal autonomy (measured on a 0--4 scale of increasing regional autonomy to set tax bases and rates), and their borrowing autonomy (measured on a 0--3 scale of decreasing central government control over subnational borrowing), and their representation independence (measure on a 0--4 scale identifying the existence of an independent executive branch and a legislature at the subnational level).

They include the ability of the subnational governments to influence national legislation (law-making, measured on a 0--2 scale of increasing level of law-making co-determination between subnational and national governments) and co-set national policy in intergovernmental fora (executive control, measured on a 0--2 scale of increasing ability), the distribution of national tax revenue (fiscal control, measured on a 0--2 scale of increasing ability), subnational and national borrowing constraints (borrowing control, measured on a 0--2 scale of increasing ability), and constitutional change (constitution reform, measured on a 0--4 scale of increasing ability).

The lack of time series variability in the indicators has posed serious obstacles to sound empirical analyses on the drivers and effects of decentralisation, which explains the emphasis that has been put in the literature on fiscal indicators based on higher-frequency budgetary data.
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